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  ^'   CHAPTER  TWO  ^       '  - 

r>  i  fiI;EM£NTS  -OR  AN :  IN VESTMltlT.  ^  ^  i 

*  You  have  undoubtedly  frequently  jieard 
that  everything  which  is  subject  to  own- 
ership by  an  individual  is  called  property, 
and.  that  all  property  may  be  divided  into 
two  large  classes^  real  property  ztid  per> 
«onal  property.  m    t     ^  r 

^  What  is  the  distinctJott  IwtWfecft '  reiSil 
l^ipefty  a^l^d  i>er50t|;al  propertj^^  ?  Is'  t>ro|»i 
6f  the  jgrreatest  vaWcf  real  pfrbperfjr? 
tt'  'a  $15,000  autombbfle  r^^i  proiiertyv  ari^i 
a  mmhkn:  }6t  "ptHoniX  mp^rm 

OciieJ[  r«al  property  consUi  of  kiii4«  hoiises 
fltid  everything  connected  therewith?  Is 
tfec  ^jiptiire  hung  on  rfie  wall  of  yoijr  bed^ 
eodm  real  property  because  itj$  qo&pected 
!«vith  tlie  bouse?  Is^.  th.«  furnace  in  the 
basement '  of  your  hou^*  real  property? 

^  Real  property  consists  of  land  and  what 
is  permanently  affixed  thereto.  Persona! 
property  consists  of  everything  else  subject 
to  private  ownership.  The  furnace  in  the 
basement  of  your  house  is  real  property, 
but  the  picture  hanging  on  the  w^U 
ypur  bedroom  is  personal  property.  , 

In  the  history  of  the;econoniic  djRyelo^fV 
ment  of  the  human  race  real  property 
came  first.  The  gradus^l  development  of 
personal  prop^ty  is  clearly,  xefliected  in 
the  etymology'  of  certain words-  of  « the 
English  language^.  The  word  ''peoaniftt^ 
from  the  Latin  .word  ''pecus/'  mMmng 
cattle,  relates  to  ^that  stage  r'ol^ecoiiiBMBliC 
deieeiopment  when  cattle;  ioniifed  the  most 
inj^mrtaoit  article  of  proper^  Tckds  Mm* 
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the  time  when  all.  pM#chii(*c6'wfej!e/liftid  for 

in  cattle  and  all  sales  restUted  in  the  ac- 
quisition of  cattle  by  the  vendor.  This 
was  the  period  when  cattt«»IMM  recognue4 

as  of  equal  importance,  with  ^an^  a$  an 

elemen^  of  property.;' 

•^jTh^  wptAittxpenhc'*.  from  the  Latin  "ex- 
pendeBtvr  Maeaiiittgi  to  weigh,  shows  a  fur- 
tfaar  !dfee»elppinient  of  the  concept  of  per- 
sonal property.  This  word  arose  in  the 
fMnod.vWh«n  cMnmniodities  of  personal 
g^peV2?r^^ghed.  In  this  era  what 
wpl  sofdrrViW.' weighed  by  the  seller,  who 
in  turn  ;weighe4  tl^^^.^pld  .or  other  coq^f 

nipdity  .whi»;h„H^  ..jc^cfti.ye4, 

The  word  "money"  ■  frotSi  i tll^  •  Liftft 
*'moneta,"  meaning  a  mint,  sh6WS  -a  fftiU 
t  further  development  of  eontuptj^w 
property.  This  word  aroSe  i»  the  «fa  When 
money  first  came  into  general  ^tM 
money  is  a  value  reinforced  bjr- *"iQiiHl 
guaranty.  A  coin  is  a  valu»b|©-|nec€'-lof 
metal  which,  in  addition,  carries. ipe  gljarj 
anty  of  the  government  that,  it'  is  .WDTtll 
the  amount  stamped  upon'-«k-  v-t 

•"Th*'^<^ft"''' recent  development  ofth'^ 
ifbnS^t  W  persbtial  property  is  repre- 
sented Vy  the  word  "bond"  from  the 
Freneh'-"boiide"  meailing  a  tie.  The  bond 
indicates  fcondition  of  civilization  m 
Which>;  pe<^>ie'iarlg^  willing  to  trust  thei.^ 
money>^  andther  on  the  faith  of  that 
•ilieP's  promise  £ta  repay.  We  find  no  evi- 
'act«}«t«t  this  form -^t  property  in  ancient 
«rew*^nd  Rome,  and  it  seems  likely  thrir. 
kMI<il''Were  first  introduced  in  the  1  weitth 
Century  iifc  Vcnitej by  the  establishment  of 
g«e»Br|iHi«nt^  loansi.  somewhat 
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similar  to  our  governmental  loans.  The 
concept  of  the  bond  wais  introduced  from 
Venice  into  France  and  into  the  adjacent 
countries  of  Europe,  until  it  finally  was 
brought  to  America  where  the  bond  has 
received  its  fullest  extension  and  develop- 
ment. ■ 

'-'t^i'  iiiirilftipiiient  of  property  lias  been 
ele&riir  physical   and  tai|gib|«> 
dWneirih^  of  lanct  icwi  property 

throii|^h  tKe  Tt^rittfu  gnuAsfi'  6f ,  rtol  and 
nersoti<4  pn>pert;r  t6  ,th^'«i>wii«rsliip  of  st 
liond  'Wkiqh  1^  p^oiial.  property,  'r«t>r»- 
s^tiAg\a.iiiere>Mi&e''Wpa;|^.  .  ^ 

'  .'  Gambling. 

Did  you  ever  gamble?  W}W  ^ 
gamble?  How  did  you  gamblis?  f^cflldtJf 
by  matching  coins.  Most  men  and  boys 
have  enjoyed  themselves  9,t  iometiin^r  gr 
other  in  this  manner.  Did  you  .  maitdl 
coins  to  make  money?  If  you  were  honest, 
this  was  probably  not  your  only  purpose. 
In  matching  coins,  the  result  was  entirely 
dependent  upon  chance  and  over  suc|r 
chance  you  had  no  control.  You  matched 
coins  for  the  sport,  for  the  en3oym«9j 
which  you  derived  therefrom. 

Is  it  entirely  correct  to  say  that  you 
had  no  control  over  the  result  of  the 
matching?  We  shall  leave  out  of  con- 
sideration, of  course,  the  fact  that  if  you 
weref  dishon^t  .^ou  could  haye  affectfed 
thje  result  ver^  hWLterially.  Eyetf  kri  holiest 
obiitdier  of  coitJsV  however,  doei  ex^cisif 
s^tj.^islight  <iotitrol  the  result.  A 

fliia^Wfib'^Meaibi^d  H  ^  <f6t^  Of  ^orr 
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for  some  time  becomes  more  skillful  than 
a  novice.  A  man  who  matches  coins  more 
frequently  has  larger  opportunities  for 
gain  than  one  who  does  so  infrequently. 
You  have  undoubtedly  observed  these 
phenomena,  even,  tbA^gi^-jrOW  b»v«  .  never 
analyzed  thena. 

Do  you  know  any  oth,^r,jtorjf|^p|E  ganib- 
ling  besid<^;^6  n^^tohihg  or\fpi^^  How 
abput  the  piirchS§f{  of  5|kiQ|te^ry  %ikp\^  9^ 
t}i%  iiCQUisitioji,  pf  .stock  m  an  oil  t:on»T 
4^^y  owni^g^rpnly  wildcat  territory  re- 
ingte  from  any  producing  land?  ^In  both 
cases  m^  mptiye  is  profit  as  well  as  spor*? 
In  neither  Ckst  can  the  result  of  the  ven- 
ture be  foreseen  or  anticipated.  A  lucky 
numiber  may  beiS^^&wft''  by  the  lottery 
gambler  and  gil  may  be  struck  by  the  oil 
gamblefl  ■^Q<h  ar^  undoubtedly^  gkmblers. 

Cambling  when  honestly  conducted  is  an 
ac^tivity  ^gaged  ih  for  sport  or. for  profit, 
in  which  wealth  is  ritfked  on  an  event  over 
which  a  person  has  no  control  (other  than 
that  which '  results  from  a  knowledge  of 
human  nature  and  from  the  mathematical 
iwir  of  probabilities)  and  the  favorable 
e^Atc^me  of  which  can  neither  be  foreseen 
ilMkr^  «Maei|Mited  with  reasonable  asslirancoi 

•  ■  * 
rj^Jtftiat,  is  meant  .by'' speculation?  "How 
|c»e^..^-  differ  froiri  gambling?  When  a 
man  spe^fates,  does  he  do  so  for  the  fun 
lie. -gets  out  of /it  or  for  the  profit  he 
makda?,,  ^re  the'risks  greater  in  gambling 
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any  lj«nefit  from  ga^abfing?  Doefe  the  ptdr# 
lie  4eiiivj&  laiiy!  benefit  irom.  nsitmtmtntB  i  q  o  i 

Have  you  ever  speculated?  How  di^ 
you  speculate?  Did  you  buy  something 
with  the  hope  9.nd  expectation  that:  you 
could  sell  it  at  a  later  date  at  a  higher, 
pricej  Is  there  anything  morally  reprcr 
hensible  in  such  a  course^  of  conduct?. 
Perhaps  you  bought  a  house  with  the  in- 
ten)uoji  of  occupying  it  and  with  the  hope 
that  the  increase  in  realty  values  wouldf 
enable  your  children  to  sell  it  at  a  profit. 
Perhaps  you  bought  a  Preferred  stock  with 
the^  intention  of  enjoying  your  quarterly 
dividend,  and  selling  the  stock  at  a  higher 
price  than  you  paid  for  it  when  the  pros- 
perity of  the  company  boosted  the  price  of 
the  stQck.  Perhaps  you  opened  a  grocery 
store  and  made  yourself  resiponsible  foi; 
the  monthly  rent  and  for  the  cost  of  the 
groceries  that  you  purchased  from  the 
wholesaler,  in  the  hope  that  you  would  be 
able  to  recruit  a  desirable  clientele  to 
whom  you  could  sell  your  groceries  at  a 
higher  price  than  you  paid  for  them.  Per- 
haps you  purchased  stock  in  an  oil  com- 
pany owning  leases  on  land  surroundea 
by  territory  already  producing  oil  with 
the  reasonable  expectation  that  fHis  com- 
pany will  also  bring  in  somc^  p^oducins 


wells. 

;r       -  .   .i,;!.;  r^ri.:  . 

The  desire  to  speculate  is  a  norma! 
healthy)  human  j^n^^Ct.  There  is  nothing 
r^prehensi^l^  jp^^f]^^  If  you  pur- 

<;hpe.  a  lottery  ticketvfQr  $10  awl  receive 
n(;ithjQr  interest  on  4W  money  yoq.  have 
B»H  nor  a  promise  tol  itft  return,  but  only 

m^%>4i^^  if 


yowtaarfe  4ticky,  sach  ^gal!Jblin^  ia'^'iiwaily 
repreh«lwiWe..  If;  xili  Tthettrthcrshandptyori 
purchase,  a  Preferred  stock  paying  ,07<» 
dividi^nds  at if^eki^iiyy'  'tenU  cki'  4he 
dollar      the.  jtop6:%rt«  txpect^ 

dends'  edtcll  ye^i^>  !itittdre<J  tettt^ ;?<Sr  ^ea^^ 
seventy-five  cen^'TOt  yoti:  l^vf  mveStea 
in  the  stock.  thfet<^,if  ,iM.ott!iir  iib^^ 
reprehensible  in'  thef  tr^itlfettotij  but  yoil 
are  a  shrewd  and  satg^dcWf  «f&iii^e^(;;matt 
well  on  the  road^tb  f oHo^^ftg . Rotftfc^^^^^^^ 
prescription  ^^^I^^^jM 

Which  a  person  s^  '^^iMiMt  &e  en- 
hancement    of    ftlT  i»rfn«iipifl^ 
iid  i.  willing  td,  tfc* 
Abcomplishment  of  ioM  «*Mli 


lit 


*'  What  is  the  difference  between  specula- 
&S  and  investment.    Does  the  purchase 
laEstock:  constitute  speculation,  and  the 
HMfiQi^^e  :of  bonds   investment?     If  you 
'Ky^t>WV<is  of  a  moribund  corporation  in 
"the'  hQpe,  t^at  it  will  get  a  new  lease  of 
life    is  ths-t  investment?     If  you  buy  a 
Preferred  stock  of  Cities  Service  Company 
with  its  large  assets  behind  this  issue  of 
stOClt;'^s  thiis  a  speculation?  " '  '       /"  ' 
^  li  Wt  kind  of-  security  purchased  is  not 
th^i'^best  method  of  distinguishing  between 
^tftuUtion  and  investment,  is  the  degree 
Of  -t^sk" Assumed  a  better  guide?     Is  the 
tttitthtiSt  At' a'  discount  of  the  bonds  of  a 
fcVi«y.^giiiiaed  corporation  speculation  ? 


And  the  purchase  of  a  Preferred  stock  of 
a  well-established  corporation  such  as  the 
Standard  Oil  Company,  an  investment  ?  Is 
the  oi>eration  of  a  cornfer  grocery  store  or 
any  similar  business  an  investment  or  a 
speculation?  Wliat  is  life  itself?  And  are 
Ifti  aftivMes  during"  fife  investments  or 
speculations?  '  '  " 

May  a  person  speculate  only  by  purch- 
asing stock  on  margin  or  majr  a  pera^on 
speculate  also  when  he  buys  it  otitHght 
and  pays  for  it  in  full.  ' '■  ^  ' 

"  Is  the  term  material  in  determinifa'g 
whether  a  security  is  an  investment  or  a 
speculation?  Are  short  term  securittes 
a  speculation  and  long  term  securities  an 
investment?  What  are  short  term  notes, 
a  speculation  or  an  investment?  '  " " 
■  Which  brings  the  larger  return  in  the 
long  run,  investment  or  speculation?  By 
which  process  is  wealth  more  rapidly 
amassed,  by  investment  or  by  speculation? 
Does  the  fact  that  dividend  rates  are 
larger  than  interest  rates  prove  that  a 
man  receives  more  money  in  the  form  of 
dividends  than  in  the  form  of  interest? 
How  about  the  reduction  of  dividends  and 
the  passing  of  dividends  during  lean  years 
while  interest  payments  are  met?  Is  the 
fable  of  the  hare  and  the  tortoise  appli- 
cable to  investment  and  speculation?  Do 
eras  of  investment  and  speculation  follow 
:}F,iiil^K^d^^^^^  cycles? 

•' ■'^AH-'^Mttar  h  oae  who,  wi0i««l  acllTcdy 
parficlpatinf  in  tW*  manafremoBt  «if -aif  iab*' 
ftmepitU^t  defies  hu  wMlth  tii«r«t«  tviA  A 
irIIHr  \w  '  obtaininf  eonttnuity  mhii  sectt^ 
ity  of  income  ¥fl^rn  liiofdhrditt  wida  pit 
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without     enhancement,    while    a  specu- 
lator is  one  who^  either  with  or  without 
active     personal    participation,  devotes 
his    wealth    to    an    enterprise    with  the 
hope    of   increasing   |iis    wealth    by  the 
enhancement  of  his  principal  and  is  will- 

Security  of  Principal. 

iWh^n  your  friend  Seyniour  Moreno 
asks  you  for  a  !,oan  of  $1Q0,  to  what  si^)- 
ject  will  you  give  most  consideration  be- 
tore  making  the  loan  ?  Seymour's  ability  to 
pay  the  mterest  on  the  lo^n  ?  The  rate  ot  in- 
terest which  he  is  willing  to  pay?  Whether 
you  can  sell  Mr.  Morgan's  note  for  thi^ 
amount?  Whether  you  can  pledge  thl| 
note  with  your  bank  as  collateral  for  a 
loan?.  Whether  you  will  be  obliged  to  pay 
any  taxes  on  this  loan?  Whether  you  wiM 
have  to  watch  this  Ipan  closely?  For 
what  period  of  time  Mr.  Morgan  will  keep 
this  money?  Whether. Mr.  Morgan  will 
F^^ZS.^  '$100  or  ten  notes 

for  $10?  Whether  Mr.  Morgan  'will  repay 
you  when  the  note  becomes  due  more  ihan 
the  sum  .lent  with  lawful  mterest?  Or  are 
you  principally  conperned  with  the  cer- 
tainty of  getting  your '  ittot^ey  back  at  a 
specifip;c|.  date?  . 

When  yoii  buy  a.  sKi're  of  stodk,  of  u 
piece  of  real  estate,  or,  a- British  Consol, 
when  does  the  mam  ff&m  whofii  you  mak6 
this  Purqkw<j.coati?^t,|^,repaK^o,  ypu  the 
purchase  pnce?  When  dpe#,;a  ^ritisJ* 
jPpfisor  become  dup?  Wh^n  do^s  a  sh^ce 
Af  stocl^ .mature?   \^e9,w  a,  pufce,  of ,  r«^l 
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of  an  investment,  whiekjtijaot  *<.loaH>ttk«i* 
IS  no  date  of  maturity,oUtttitiaarfse«noi«i*. 
curity  of  principal  in  the  narrowvb^-sonsfe 

of  that  term,  which  is  tl^e  certainty  of  the 
return  of  th«  mon«yc^t:%'^fied  time, 
^  Afe  ai  dep6^it<Jr  ^"|  ba.uk,,  w  places 
you  m  ihe  Positr0'ii^;6f  i';l^n<fer  of  your 

J°  i  get  your 

mpiley  back.  araW'ti^e^that  you  demand 
^t.^As  the  benefic>i£(:^|^  life  insurance 

£2.J2t I ^Slii,- ^  •  '■^^eive  your 

Haohey'vifhih  ybu  .Wome  entitled  to  it 
^nder  the  terms  of  tije  ppfe.'  .  As  a  mort- 

'^ll^^^i.       rm  receive  your 
S'^  fMMf^       Mortgkg^  becomes  due. 
AS  the  JicJIder  pf  a  bond  or  note,  vouwiU 
be  paid  oh  the  date  of  itf  maturity^''^* 
But,  though  a  share;  qf  common  stock;  like 
other  non-loan  investments,  has  no  date 
maturity,  it  may  ajid  very  f requentlip  tdoes 
possess  undoubted,  .security  of,  piaaiaoal 
when   that   term  is   uied   in  . ^  broader 
senste.    In  the  case  of  ,^  share  Q|  .*tock, 
a  purchaser  can  secure  th^  retut:%  '«£  Jblis 
principal  by  finding  cinother  buy«r»ifiar 
the  stock  he  has  pnrqh^p^. .  J^  tl^.jJ^. 
poration  is  prosperous;  and  ,  the,  fliajM -of 
stock  represents  adequate  W3i9t&  Avitf '^1 
above  the  liabilities  of  the  coro^MU^ 
the  holder  of  such  stock.  WiI  ^mSS^ 
little  diflEiculty  in  finding  a^bu^S-^ 
and  in  recovering  h^s  P^Rcii»|,|n»ttrt; 
ment  in  this  manner,  *W^n.]^fX 
5flienrHy  of  prineiiia  mriftrantMiidir.rsmiM 
means  tk«  certainty  of  JItqfeMini  tetkiiop. 
irestoF  M  A  spwifiMl  IImmk  ^driUttlssfaMMa 


AN  Invbstment. 


^ivmigh  tlia  ^Qwdi^       a  re-sale  at  such 
as'dmifaihBtttor^JWiAy  ele^^  to  make  such 


,  of  Income, 

^^\kS^^^^'  y^"^    friend  Seymour 
™prgfin^l^  in  your  house, 

ypM  ahi  cmtm  him  rent  for  the 

uSfe  of,1*is't6o^^^^  instead  of  permitting 
^im  to  use  a.t'QdiTs  iij'your  house,  you  per- 
inhr  him  to  ^ise  some  of  your  money,  you 
"Mte  also  ?ntltl^y  t<i  rent  which  in  the  9,*§e 
of  money  ij5  called  interest.  " 

Whe'h  IS  infere'st'  paid?  Is  it  always  paid 
annually  or  s'eirii-'annually,  or  quarterly,  or 
monthly  as  it  acfCrues?  Is  there  any  way 
in  which  you  can.  be  absolutely  certain  that 
you  will  receive  your  rent?  May  it  be 
■paid  in  advatt<i<i?'' Discount  is  interest  paid 
in  advance,  Sitrce  the  discount  is  paid 
at  the  time  the  lender  parts  with  his 
money,  it  is'  -thf^  'most  certain  form  of 
money  rental.  I#'  interest  ever  paid  at 
uncertain  intQrvlals  ?  May  a  borrower 
agree  to  pay  interei^t  only  if  he  earns  it? 
This  is  exactly  wh^t  takes  place  when  an 
inconUe  bond  is  issued.  Such  a  bond  pays 
its  interest  onlj*  when,  if  and  as  earned. 

Is  there  any  necessary  correlation  be- 
tween* security  of  principal  and  stability 
of  income?  If  your  principal  is  absolutely 
safe,  vvil!  this  investment  also  possess 
necessarily  high  stability  of  income  ?  If 
you  hold  a  $2,000  mortgage  on  a  $10,000 
house,  this  in-^estment  possesses  great  se- 
curity of  principal.  You  are  also  reason- 
ably certain  oi  yo4ir  income.  If  your  in^ 
come  is-  not  paid,  you  can  foreclose  the 

o 


19  SO,  IHrge  whei^  compared  with  your  in- 
Vfifiment  of  $2,000  tfeat  only  under  the 

liMftr^^JltraQrditiary  circumstances  can  you 
lOic  any  portion  of.  your  income,  * 

'  But  is  certainty  of  incdrtie  the*  pnly 
factor  of  stability  of  incotfte?  You  tnay 
succeed  in  obtaining  6%  6n  a  real  estate 
mortgage  at  present.  How  long;-wiIl  Vbti 
continue  to  receive  6%?  The  mortgage 
will  become  due  ifl  three  or  five  yeHrsI 
Will  you  be  able  to  obtain  an  investment 
yielding  the  same  iht^f^st  r^ite'  at  that 
time?  *  !         - 1:     -.  T». 

Yott  are  reasonably  certain  of  obtaining 
your  interest,  we  have  said.  Suppose  the 
owner  of  the  property  should  die  or  should 
become  suddenly  ill, .  or  should  become 
temporarily  financially  emibarrassed,  or 
should  forget  about  paying  you  the  in- 
terest. It  is  true  your  interest  will  ul- 
timately be  paid  to  >you,  and  it  is  likely 
that  the  owner  will  be  obliged  to  pay  you 
interest  on  your  interest,  perhaps  also 
some  penalty  for  his  neglect.  But  what 
will  you  do  in  the  nacantime?  Can  you 
say  to  your  landlord,  and  to  your  butcher, 
and  to  your  grocer,  when  they  wish  to 
collect  their  bills  from  you,  that  you  are 
certain  ultimately  tb'  obtain  your  interest 
on  the  mortgage  whtch  you  hold?  How 
long  do  you  think  your  debtors  will  be 
willing  to  extend  credit  to  you  on  this 
basis,  and  if  you  are  evicted  from  your 
home  and  unable  to  obtain  credit  at  your 
dealer's,  of  what  avail  will  the  certainty 
of  your  securing  money  at  some  remote 
future  date  be  to  you? 

(Real  estate  and  income  iionda  pajc 
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iiicome  on^y  when  they  C«rft  it.    The  irr- 
come  may  be  certain,  but  it  aiway5-'4tt<fks 
uniformity  and  it  may  lack  protnptilttlA^ 
Real    estate    mortgages    are    certain  ; to 
pay  their  interest  if  the  security  behmd 
the  mortgage  is  ample.  But  such  mortgages 
afe  of  short  duration,  and  you  have  no 
assurance  that  you  will  be  able  to  obtain 
a  mortgage  paying  as  high  a  rate  when 
your  present  investment  matures,  and  fur- 
thermore, the  owner  of  the  house,  bemg 
frequently  a  private  individual,  may  forget 
to  pay  his  interest  when  due,  or  may  be 
prevented  from  paying  it  by  loss  of  health, 
of  money,  or  of  life  itself.    If  your  money 
is  deposited  in  a  savings  bank,  your  m- 
ferest  will  be  paid  promptly  and  with  cer- 
tainty, but  the'r^  is  no  assurance  that  your 
income  will  be  uniform  fr;om  year  to  year, 
because  the  interest  on  savings  bank  de^ 
posits  may  vary  from  year  to  year.  But  if 
you  purchase'  a  long  term  bond,  you  will  be 
assured  of  an^income  which  will  be  paid 
to  you -  with   certainty  at   each  interest 
period,iwhich  will  be  paid  to  you  promptly 
as  it  beconres  due*  aiiitd  which  will  be  uni- 
form throughout  the, ^^ntire  term  of  the 

bond.  ■  " . 

What  can  you  do'  if  the  interest  on  a 
bond  is  not  paid?  The  Russian  govern- 
ment recently  defatiltcid  on  its  654%  bonds. 
What  are  these  bondholders  doing?  Their 
enly  remedy,  is  to. wait  until  the  American 
gOvernmeTit,'hy 'means  of  diplomatic  rep- 
resentations, is  ^'able  to  secure  for  these 
bondholders  tHe  money  which  they  have 
h»t.  ^What  can  a  bondholder  do  if  the 
United  States  government  should  default 

m  mV'  dl^i*t.  4«M»4iii*is*ue5  ?  ^^.Sinc^  the 
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United  States  government  cannot  be  sued 
in  any  court  except  by  its  own  consent, 
the  bondholder  can  obtain  relief  only  by 
Congressional  action.   What  remedy  has  a 

bondholder  if  one  of  the  American  states 
should  default  on  its  bonds?  Under  the 
United  States  Constitution,  no  individual 
can  sue  a  state,  and  a  state  can  be  com- 
pelled to  pay  its  bonds  only  if  another 
state  should  purchase  them  and  then  bring 
an  action  in  the  United  Stales  Supreme 
Court  to  enforce  such  payment  against  the 
defaulting  state.  What  is  the  remedy  of  a 
bondholder  if  a  municipality  in  America 
should  default  on  its  obligations?  A  muni- 
cipality may  be  sued  by  a  bondholder  and 
a  judgment  obtained,  but  a  bondholder  is 
generally  unable  to  levy  execution  against 
the  propert)^  of  the  municipality  since  most 
municipal  property  is  exempt  from 
attachment  on  execution.  The  bondholder 
has  his  remedy,  hovvever,  by  an  action  in  the 
United  States  coi\rts  to  compel  the  proper 
municipal  official^,  under  pfenalty  of  im- 
prisonmeiit,  to  levy  the  tax  necessary  for 
the  payment  of  the  principal  and  the  in- 
terest on  the  municipal  bond.  Of  course, 
municipal  officials  may  prefer,  and  in  the 
history  of  the  United  States  they  have 
actually  preferred,  to  spend  their  terms  in 
jail  rather  than  vote  for  the  payment  of  a 
municipal  obligation.  Civil  credit  and 
municipal  credit  in  the  United  States  is 
very  high,  however,  because  of  the  high 
character  of  the  American  public  con- 
scietice  and  the  self-interest  of  the  state 
or  municipality  in  meeting  its  obligations, 
with  a  view  to  retaining  its  credit  in  the 
future;  ^-  ■  ■         '  *  . 


EWMENTS  OF  AN  INVPSTM^NT.  gWNiWtg        *N  UnBtlMBllT. 


When  there  is  a  default  in  a  bond  se- 
cured by  mortgage,  or  by  pledge  of  col- 
lateral, the  mortgaged  property  may  be 
foreclosed,  or  proceedings  may  be  taken 
against  the  collateral  pledged  under  the 
indenture.  In  the  case  of  a  corporate 
debenture  which  is  not  secured  by  the 
pledge  of  collateral,  the  bondholder's  only 
remedy  is  an  action  against  the  corpora- 
tion issuing  the  debenture,  and  the  issue 
of  execution  against  that  Company's  prop- 
erty after  a  judgment  has  been  obtained. 
Bankruptcy  proceedings  may  also,  in  a 
proper  case,  be  instituted  against  such  a 
defaulting  corporation. 

An  investment  possesses  stability  ot  in- 
come when  there  is  certainty,  uniformity 
and  promptness  in  the  payment  of  the 
nntal  value  of  the  principal  loaned,  and 
llMre  is  no  necessary  correlation  between 
•MOcilF  mi  principal  and  stability  of  in- 
cona. 

Income  Retuni* 

Is  the  income  return  larger  on  an  in- 
vestment with  undoubted  security  of  pnn- 
cipal,  or  on  an  investment,  the  security  Ot 
principal  of  which  is  open  to  doubt?  Does 
a  corporation  which  enjoys  excellent  credit 
pay  a  higher  rate  of  interest  than  one,  thft 
credit  of  which  is  not  as  good?  May  the 
securities  of  a  company,  enjoying  the  oest 
financial  rating,  be  purchased  ordinarily 
more  cheaply  than  those  of  a  corporation 
enjoying  only  second  rate  or  third  rate 
financial  rating?  Is  the  term  "income  re- 
tuni"  synonymous  with  the  term  interest 
rate?"  Or  does  it  involve  an  additional 
concept?    Does  the  income  return  always 


1 
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vvi^4m^t$€^y  with  the  security  of  princi- 
pal^ or  are  there  other  factors  involved 

in  this  investiaeat  probksni' 

\Vfcat4ft«faMnes  the  income  return  of  an 
ittVjestme&t?  The  first  factor  is  un- 
(kanbtedly  the  interest  rate.  Other  thin^ 
feeing  equal»- a.  $60  coupon  o«  a  6%  $1,0UU 
bond  hriegs,  a.>lasger  income  return  ttiau 
ailSO-  Cow^n  on-a  5%  $1,000  bond.  Under 
wkH  aircuawtances  inay-.<tfae  ^$50  coupwi 

bring  a  larger  inconne  return  than  the  $60 
coupon?  Qbv»oiis>ly»  rif  the  5%  $1,000  bond 
was  purchaaed  so  cheaply  that  the  $50  is 
more  than  6%  of  the  purchase  price.  In' 
addition  to  the  interest  -rate,  the  purchase 
price  of  the  investment  must  be  considered 
in  ^etertaaninisf  the  income  return.  The 
term  or  chlratioa  of  the  investment  »  » 

third  f actot.  j     ■  \  ^  , 

How  is  the  price  of  an  investemnt  de- 
termined? You  will  answer  that  it  is 
usually  determined  by  the  demand  for  the 
investment  How  it  this  demand  ^  de- 
termined ?  Do  you  tiwnk  it  is  determined 
wholly  by  the  rdatiire  merits  of  the  various 
investments?  Or  is  it  detertniatd  rather 
by  the  knowledge  of  imrestors  regarding 
the  relative  itieHts  of  »lwi««  iuTestments  ? 
If  the  lattei!  statement  is  true»  an  investor 
with  greater  kttowiedge  of  the  relatives 
merits  of  investcHents  will  be  able  to  pi^ 
up  real  bargains  in  ithe.  investment  field. 

Are  there  any  ittvestmiBnts  which  brinir 
a  sub-normal  or  U$8  than  fair  mcome  re- 
turn? Why  are  United  Stalea.  Govern- 
ment 2%  bond*  ttsiiaUy  at  a  prealMwm? 
Why  does  annuity  insurance  bring  s«ch  a 
very  small  income  retwn?  Why  do  the 
bonds  of  the  United  StMesi  PottaliSatTiogt' 
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system  bring  such  a  very  small  incdtttCre- 
turn  ?  In  the  case  of  annuity  insurance 
and  in  the  case  of  Postal  Savings  bonds, 
it  is  due  to  the  fact  that  there  are  so  many 
people  wholly  ignorant  of  financial  matters 
who  insist  upon  investing  their  money  in  a 
manner  which  they  know  to  be  absolutely 
safe,  irrespective  of  the  amount  of  the  in- 
come return.  In  the  case  of  the  United 
States  Governmient  2%  bonds,  the  sub- 
normal income  return  is  due  to  the  ab - 
normal  demand  for  these  bonds  on  the 
part  of  the  National  Banks  who  are  re- 
quired by  statute  to  use  them  as  security 
for  the  issue  of  notes  having  the  circula- 
tion privilege.  - ' 

'Are  there  any  investments  which  have  a 
super-normal  or  more  than  a  fair  income 
return?  Are  the  only  securities  which 
have  a  supernormal  income  return  those 
regarding  which  there  is  in  the  minds  of 
investors,  either  justly  or  injustly,  grave 
doubt  of  the  repayment  of  the  principal 
at  its  maturity  ?  Such  investments  un- 
doubtedly bring  a  supernormal  income  re- 
turn, firstly,  because  there  are  compara- 
tively few  people  willing  to  put  their 
money  into  investments  of  this  class  and, 
secondly,  because  such  a  supernormal  in- 
come return  is  necessary  to  attract  capital 
for  investment  in  them.  Is  a  supernormal 
income  return  comparable  to  a  red  light  on 
the  railroad,  or  is  it  only  a  yellow  light? 
In  other  words,  is  it  a  danger  signal  to  the 
investor,  or  is  it  only  a  cautionary  signal? 
May  investments  with  undoubted  securivy 
of  principal  yield  a  supernormal  income  re- 
turn? How  about  municipal  bonds  of  com- 
paratiyely  smsdi  cities  for  which  there  is 


iia  tnt«iifi*y  of  competitive  demand?  How 
alKHtt^thcismaUer  public  utility  issues  about 
iS^h  iMA 't^nerzl  investrag  pubhc  knows 
ittkiitMt  ^urhich  are  frequently  far  sater 
San^the-tMuts.of  the  latger  public  utility 
corporatiaaa»in:tfe«.lacge  centers  of  popu- 
lation which  enjoy  greater  intensity  of  de- 
mand? How  about  newly  issued  securities 
which  detoomn«,  biit.,which  to  the  dis- 
cr^ifi^ln»!and  astute  investor  show  feat 
security  b£  principal  aad  moat,  of  the  de^ 
sirable  rnycjitnient i  ?deni«its;?> 

The  income  «tatti/.Afei^%  *POtt 
the  interest  rate,  the  duratiotf 
chase  price  of  «  iilir*etmei|t 

inversely  with  ^hm  ^^^^  f^'''^^ 
•upemormal  incoiil*  t^ltarti  to«ot  a  danger 

•iTnal  which  ^^'^^j^^ 
but  only  a  cautionary  signal  which  mxf^bm 
disregarded    by   any   ta^wtor  POf»^«»y« 
sufficient   technical   lAo^lSi^e  to  tenable 
him  to  determine  that  ««  »tl^«rmal  in- 

come  return  is  not  due  io  W^J^JJf 
pairing  the  security  of  the  mv^tatetifc 

'  ■    MarketaMfity.^^'  ^ 

'  men  yo^:puvi^^^  an  investment,  what 
is  ypur  pur4>ppe?  .Do  you  buy  it  with  a 
view  to  selU^g  it,  or  do  you  buy  it  with 

to  ir«eU  it,  mP  a, speculator?  If  you 
buyTt  t^  j^ep.^t;  are  you  an  investor? 
;  But  you  tttay^' tWnk  aithoilg^  you  pur- 
chase the  investmesfc^tfe*  !r!«W  tQ:»^9- 
ing  it,  you  niajr  t&ad':*  nfC«6S?irjs 
vert  it  into  inoto«Jfirin-rai»tiemrgen<;y,  Yp» 
will  feel  easier  il  that  you  caii 

so  convert  it,  How;  wwrfl  W«1ce|»^yoOr- 
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convertibility  do  ycm  seek  in  >%iar- invest'^ 
ments?  Most  people  stsk  very  moekv 
Bterc  m  fact  tlwii  theyiiieed.  Whmt  ^  ^« 
inevitable  rbsuU;  of  this  gretter^Jiennltrd 
for  readily  -  marketable  InvtitineAi*  ?.  ' 
higher  prices  Had  s  tcttencd  ihcomtf  return, 

What  lerok  of  mvettxMiit/ii^th  illicit  yon 
are  acquainted  possesses  the  higlmgt  <le- 
gree  of  cdovertibility  ?  Where  can  you  put 
your  money  and-bc^assiired  ithmt  -you  can 
get  It  «)>a^  i#t||«i«t  any  loss  at  a^iy  time 
that  you  may,,«eed  Jt?  A  savings  bank 
book  IS  probably  , the  only  investment  pos- 
sessing tmk  ^ihigh  degf  e«  of  convertibility. 
Its  income  return,  howf¥^»  «  ^^ry  small. 
Xou  should  not  be  with  v  sq^h  a 

MUail^Miq^  return,  t       i  1 

,  ;WJ|ich, .  is  more  marketable,  vj^dcl?  is 
ntipreu convertible  into  money,  a  bpnd  or 
O^Qrtgage?  Have  you  ever  triea  to  sell  a 
gilt-edged  mortgage?  There  was  no  ques- 
tion about  its  being  an  absolutefy  safe  in- 
vestment with  a  high  income  yield.  Why 
could  you  not  readily;  sell  it?  The  first 
man  to  whom  you  applied  did  ndi  have 
enough  money  tor  btiy  it.  The  toext  inan 
had  more  than  enough  moiiey  to  buy  it, 
and  was  unwilling  *  td^divide  his  fund  in 
this  t«^ay.  The  fhffrd  itit^k  iiot  fctiow 
the  locality  in  - whiefr  tfi*  mortgaged  prop* 
ettf^  w««  fldtlMt«A  Th«  fourth  .man  said 
might  tfetd  hi»  money  before  the  mort- 
gage became  due/  The  fifth  man  said  he 
dfd  not  to  be  troubled  to  reinvest  his 
tiitHiffy  itrHen  tk<!  mortgage  became  due  in 
two  yeMh   TH^  next  man  said  he  would 


be  iobliged  to  change  you  what  you  con- 
Biddfjed  an  ancoQsoonable  suffl^^  for  kis  ^ 
ipenses  m  laaldttg^cerUiii^Jthftt  tac'  mR^ieir 
of  the  nioiigaEged^  .pf«9«tt|^  4i«d  a^  destl: 
title  to  it  hi  '  .V//  u  T-^M.iivvj  »o  i 

'"^What  determines  the  markelill^iHty  or 
convertibility  of  an  investment?  Are  large 
issues  always  more  easily  marketable  than 
small  issues?  Is  such  marketability  or  con- 
vertibility determined  entirely  by  the  de- 
mand for  the  investment?  What  is  meant 
by  the  demand?  Is  it  how  often  people 
seek  this  investment?  Is  it  how  safe  they 
regard  it  as  an  investment?  Is  it  hqw 
^.^^^iJ?W^^-«l^^       .^n^ijavestm^^?  . ; 

iri'  ,to>iidtb  'i^  Ail  iMhiini  l#r  tt»  mtv  be 
cosM  r«tuni. 

•^-^What  is  meant  by  collateral?  IS  the  use 
^f^Wiis  term  confined  exclusively  to  Wall 
Street?  Did  you  ever  ask  a  friend  to  leave 
something  of  value  with  you  when  you 
accommodated  him)  with  a  loan?  What  he 
left  with  you  as  security  was  collateral. 

What  determines  the  collateral  value  of 
an  investment?  Why  does  a  bond  possess 
more  collateral  value  than  a  mortgage? 
If  somebody  applied  to  you  for  a  loan,  and 
you  asked  him  for  collateral,  why  would 
you  prefer  a  United  States  Government 
bond  to  a  very  well  secured  mortgage  with 
ample  equity  on  a  suburban  residence  ? 
Would  it  not  be  because  United  States 
Government  bonds  are  more  widely  known 
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to  you  and  to  everyone  else  than  this  par- 
ticular niortgage?  Most  collateral  is 
oflFered  to  banks  and  banks  are  infiuenced 
by  the  same  considerations  in  the  accept- 
ance of  collateral  as  you  would  be.  ^ 

A  real  estate  mortgage  is  a  simply  i,iyest- 
ment,  and  every  mortgage  is  a  ^mfptiyzte 
transaction,  the  details  of  which  Sre  gener- 
ally known  only  to  the  parties  in  interest. 
These  details  may  be  ascertained  by  an 
outsider,  but  usually  there  is  cohs!dt^,9Jb!ie 
expense  involved  in  their  a's-certairiiAent. 
In  the  case  of  bonds,  on  the  other  hand, 
which  are  investment  securities, '  th(5iy 
terms,  their  duration,  their.  prQtecJt^irfe 
features,  and  all  of  thdr  other  details  a^e 
more  or  less  public^  t>rop^iy  .firQmi>.the 
reports  filed  in  the  stock  exchangeit^ <w\-if 
the  bonds  are  notiib»ed^kfrom  the  reports 
of  thfe<iwa<ttteat>hyiM(iiw^  ItHewxi  Jtfae 
issue,  •  «j  ^  >ai'>-'> 

The  collateral  va^^  of^  «|i  mTestmrat, 
which  is  its  value  al^iMrity  ^or  a.  loan, 
i$jl#Kfniime4  by  jbe  sanM|.;f|i,at«srs  ^Mch 

Tax  ExenmUpiift 


.:What  IS  i»^t;tjy  te3c^cjeinptf^  Is  it 
possible  fpr  any  w?alt;h  ,tDi^c^^  taxation^? 

tp  trttdom.  trom  ^V^qt  mipos|t»o'a  .of 
particular  tax  rather.  i^n  ,  ta  ^p^^emptioi^ 

maay vt>jci|ig,  ^ur 
tho^-ftieS(fO?ivc  pur.  Ainericap  sys- 

tem,  of  .gpYe^nyient?,  Thfre;  are  Feder^M 
taxes.;- Jjipr;.e  .  are  Statf  ^taxej^;,  ^re 
top^^axies.  Are  these  vs^jrious  tajsces^nii- 
Jalr  or  di^sifnilar?    Wl|ich.:is  iporc  h?^yily 
t^xed,  investment, pr  speculatipn^  -I&  tjie 


SMii4«NnB^  or/  Air  Imrnmam. 


stockholder  more  heavily  taxed  or  the 
iboadholder?  That  the  bondholder  is  more 
Jieavily  taxed,  than  the  stockhoyer  in 
America  Icawt  no  room  for  doubt. 
)*>.Whit.is  meant  by  the.  Tiax  i5f?ee  Cote- 
naiit  in  a  bond?  Is  thisi  term  synonymous 
withjitbe  .term  ^^a  tax^xcittpt  d^tid^' ?  In 
the  case  of  the  tax  exempt  bottd^  nO'-'tax 
is  imposed  on  the  bond  or  Dn  tae  ^bond- 
holdec*  Is  a  bond  with  a  tax  free  clause 
in»  the  aime* favored  position?  Or  does  the 
rftax  free  clause  shift  the  burden  of  paying 
iite  tax  from  the  bondholder  to  the  obligor 
'Which  issued' the  bond?  If  the  burden  of 
paying  the  tax  19  so  shifted,  liow  is  tbfs 
effected,  and  how  nmch  of  ttee  ttax -burden 
is  shifted  in  this  way?  When  yon  coU^ect 
bond  interest.^rottj^  your  h^nk^  f&U^Wi^ 
iobliged  to  file  anr  •  owniership  >  c«t*thicaft6 
utideri  tbe  Federal  Income  Tax  Law*=  These 
intceait  tacs 'Certificates,  are  of  thifee  colors, 
yidlow»  ^white  iindigreiem»M;We  matter  disre<* 
^io-d  i^r  thv  (Present  the;  grn^  ciertrticate 
fwiuch^'r^elatei}  tir^lAe  iniett9t)oii  'foreign 

rseCUriti^Si  -'ih^  *    ^  ^srr.crw 

^^n'Wkat  is'thci  purpose  of  at&d  whsA  is  the 
#fierence  .betw«n*iike'w^  yellow 
^siMT'liAcateki?  •  Whbev'  ytoK  •  file  'a  yellbw  cer^ 
tiiScsiie,  yoU  dkuns  1o  Ibe  exdmt^t^from  tlie 
imposition «of/  tfie  Fedenll  (fawMne  Tax ^011 
th?  ground  thar  tfae^:  income  wbkh  you  are 
mdlecting  does  <  •  not  v^xobed  •  the  amontft 
whidh  -is  allowed-  ytm/  byK  the  Governmeiiit 
ifree  of  tax;  When  70^  file^a  inihite  certifiv 
caiJe,  you  slJate  that  ttbe  interestLwlii^  you 
ate  collectiag  is  >  :«ttb|ect>  to  tJpie;  FeMral 
Income.  Tax.  /if  ilte  investmeiitr  fior  wht<sh 
T^mi  file '  ai  white  ownership  cert3ficate>^iOT 
-avtax  free^ielanse,  therrjfiding  by  yoii  »of  a 

4S 
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white  certificate  will  transfer  the  burden 
of  paying  the  tax  from  you  to  the  obligor 
who  has  assumed  the  burdctf  of  pzying  this 
tax  when  the  investment  was  issued.  Do 
the  obligors  generally  assume  tk©;  burden 
of  paying  the  entire  Federal  Income  Tax, 
irrespective  of  its  amount?    You  *»nbtless 
know  that  the  normal  Federal  Income  Tax 
vanes  from  year  to  year,  and  that,  in  ad- 
diiton  to  the  normal  Federal  Income  Tax 
which  every  citizen  must  pay,  there,  are 
graduated  surtaxes  payable  Jiy  those*  wkh 
very  large  incomes,  the  ratie  ol  the  surtfcjc 
aepeodtng  upon  the  size  ofi  the  taxpfeiyer's 
income.    Does  the  obligor,  under  s  a  tax 
free  clauie,  agree  to  pay  a  2%  noimal  in^ 
come  this  year^  and  perhaps  an  8%  notsnail 
icucome  next  year?    Does  such  anrtobl^pote- 
a«ree  to  pay  a  10%  surtax  in  the  cave  of 
taxpayer  and  a  50%  surtaad}  m>bthe 
ease  of  another?    If  this  is  what  tfae  tax 
free  clause  mians,  it  would  inipine  «<ivery 
serious  burden  upon  tite «bligoir.  ]>oes  ihe 
Federal  Income  Tax  pdrmit  thejaSisunip^n 
of  the  taxpayer's  entire  tax  bmrlkm.rin 
this  way?    It  does  not.    There!  may/ be 
paid  by  thttd>%or-in  this  ma»aer^«UrectIy 
to  the  gbvernmciti  milv       of  itiiitf  itaxpay- 
earfs  normal  Federal  &come  Tax.  If  the 
oormal  Federal  IncoiK&e  Tax  in  < any  year 
exceeds  2%^^tiMfittmpkyet  mnit  himself  pay 
tthe  <exces« .  td  Ihi^  igonrernmeitt.  The  tkxh 
payer  must*  parjr  hisi  entire  sur4iax,  whatcircr 
^  may  he,  directiji  to  the  8ia^ernme.*itj  And 
eren  the  2%*  normal' jFaderal  income  Tax, 
which  '  is  i^id  <  to  ~  th^  governmenl! !  hy  the 
fobligoF  binder  a^- tax  fete  idlause,  must  be 
"Wi^borted 'by  cthei taxpayer  on'hiir  ificome  tax 
rettrm •  with ' «  didm  «»f  suitable,  credit  for 

as 


iiftcpft|rinfentiikr9tbef«hl|g«CPr     ^  -  <;      '  ^  '^ 

rt^he  1fwm^'VJf^fli«?^3«frtot!i<^ift 

di^lNpkwiJ'fttf 'itfe  'Stkiles  %wa5fem^t  ffD»  ^ 
Federal  taxation.  Wha;t  is  the  reason  for 
this?  Is  there  any'^Smutory  provision  6n 
the  subject  B  If  thete  is  raot;  how-  dtfitWey 
come  to  be  tax '  exeplpt  ?r  ^TOsrt  ^  wtKtld 
happen-  if  they;>«ncJte  not : tix  exemirt?/  -31 
the  United  States  GovemmAuCcouM  levy'tt 
tax  of  2%  -on  the  income' /detfve*'ifro9tt 
municipal  bonds,  could  it  not  tewy  *  a' taoc 
of  50%  or  of  100%  on  the;iiitcomi^' of  ^OU 
bonds?  Is  not  the  power  to  tax  the  pow** 
to  destroy?  In  that  case,  could  the  Uni<*d 
States  not  prevent  a  state  or  a  miinici** 
pality  from  raising  money  by  means  of  • 
bonds  by  the  exercise  of  this  taxing  power? 
Such  an  exercise  of  the  taxmg  power 
would  be  the  end  of  our  Federal  form  of 
government,  and  to  prevent  the  destruction 
of  our  form  of  government  the  cc-arts  have 
held  that  the  United  States  Government 
cannot  tax  the  bonds  of  states  or  of  mu- 
nicipalities, and  similarly  the  states  cannot 
tax  the  bonds  of  the  United  States  Govern" 
ment,  or  of  any  instrumentality-  of  the 
United  States  Government.    ,  :viOc 

Is  the  difference  in  the  price  between 
a  taxable  and  a  non-taxable  investment  as 
great  as  the  amount  of  tax  which  is  levied 
upon  the  investment?  If  it  is  not  as  great, 
this  phenomenon  can  be  explained  only  by 
the  circumstance  that  the  tax  laws  of  the 
\>s^fii6u8  states  are  freguently/ unenforced. 


investment  enjoy*  ft^motfte^Anct  imv^^ 
tion  of  a  particular  tax,  and  suck  tax  «x- 

emption  whil,^  j^reaMng^|(|w,j|wj^  oi  am 

vjll«es  an ;  ^H««rt«ife4bfi3eqtiir**arty  care 
after  It  fcafc/beeiiiacquiredlirlWWat^id  you 
4i)  wtth  yottrxlibftf<iyf;Bo«d/«fter  you  re- 
«eiyed  »tioi>Bni,iy6itt  bmei%tf tinder  a  vase 
on  *o*»«Mi«lftfrtHbiiairiHt  (in  «ie  inxier- 
most  recesis  loaiAtet  o^?  ;irar«au  in  your 
aoiBe2<r  ¥0ii>>doiiblle»jkii^d!«»i  that  these  are 
tbe  places xfiratti  abar^iiilfiby  the  burglar 
wttx  .vi8itsl;!.yotv.'ra5e$i(fence,  and  that 
bisri^^  ^ave  ftt  iMrticiilar.  liking  for  Lih- 
tctyf  \Baman>'  iRd  oothsp^*  investments  in 
6otl^«Bi;  £(6u|)ioi»  bonds  are  payable 

^D^ffti^'-eeKl  ainy !  thief  can  sell  them 
"tmmMti  liiiicbiffifficHlty.  *  .r  i     i*  ■ 

you  ^  kiio\ir»T-tfeat.  thri, -United  States 
wov«i4na«iM^!}t -exchange,  free  of  charge, 
a  ecfUpon.'Ufberty  Bomi  payable  to  bearer 
f or :  i •  ,registei5ed  bond,  the  principal  and 
mterc»t?'ffl(f.  "which  > will'  be  paid  by  check 
to;ycmt^nid4lOr 'one  else?  Do  you  know  that 
raaaiytto^ljifaities^  issuing  bonds  furnish  the 
same  sfervice  tof  their  bondholders?.  :A 
coupon  bond  requires  much  physical  care 
because,  il^it  h  lost  or  stolen,  the  investor 
5*s?'i^l«- -chance  of  retrieving  his  loss. 
Wpirffistere^'  bond  requires  little  physical 
,Q*-fe'|)|^eause  a  finder  or  a  thief  of  a  fully 
^gistexed  bond  cannot  coUect  the  principal 

interest,  and  the  owner  of  the  bond 
may  replace  the  lost  or  stolen  bond  upon 
compliance  with  certain  conditions  neces- 
sary for  the  protection  of  tht  true  owner 


ftnd  of  the  obligor. 

J^li«:holder>fi£)andhivesttnent  called  upon 
to  exercise  any  care  other  thaft  ipliysioal 
f^f^9  of,,hi5  inv^tmfait,^  ^The  jcreator  of 
jf^^lh  4^  a  business>.t9%iv  ii¥h9  is  weli^ye 
to^cape  I'PJ"  his  business  affairs.  Many  in- 
y.^if^s,  oix.thp^fff^,k»a4*  are  beqefi^ifkHc^ 
^jufhout  businew  <^perience.  They  are  fr«|^ 
Syiif n^^y  t^i^  4mproyide|]^»  a^kd  the  kfii»h»P 
among;  iff^  sucUgi^Sj  the  widow,  the  orphaja 

Mfstpr  <is  caU^r.ii^^  ^  tO!  «9^rc^e  .piuch 
Pfpprietary  care  over^Jiis  in>^j|^^ent<;tjlke 
tif^qf^vMy  l»fiks  the  knowledg^i^^jthe  ex- 
perience required  ior.  th^;  exeroti^  t^^l^ 
important  function.. 

^  JWhat  proprietary  care  is  required  in  the 
i^^^di  a  depositor  in  a  savings  baiik? 
Ifp^e  ,  whjsiitever.  The  b^pk  exercises,  all 
n^essary  proprietary  Qs^re.  But  this  free- 
<£>ai  from  care  in  the  ciase  of  a  sayings 
bank  deposit  is  largely  counterbalanced  oy 
the  case  with  which  the  depositor  may 
withdraw  his  savings.  And  once  the  sav- 
tagisi  have  been  withdreM^n,  tb€  <^ioslior 
llifty  do  with  his  md^tcy  wiiat  he  pleascst. 
Fre^IueftUy^what'  he  does  mHih  iiiB'«do»ey 
is  to  squander  jit.  ^'  ----  '■  ^uvx  ii 
.  Jr  tiue-  hot(W  of  a*  real  «stat«  mortgage 
t&lled  upon  td  e9cerci«e''miadi'  piQoprietary 
cir«i?  What  may  llaipfiea  if  liie^^^^^^^  to 
ex^roibe  sudi  care?  i  ^KStt  4h«>  acceuat  of 
iiii|)aid  ^taocttg'  affeiit  his  mortgage  ?'  ^  nWiU 
d^Sfireisiatieti  in^  tl^vvaltts^  oft^he  property 
affect  him  ?  Will  frUe  iftetertoratiOn  of  nhfr 
mortgaged  premises  affect  hiso  security  ? 
ICeedilKe  bother. abiDUt-  the  adequacy  rjof  the 
fire'  idiuraiice'oi^  themortgaged  property? 
fsi:tfai  owner  of  realr'estate  an.iinvestor  or 
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E&«a«»i»>flF  ^  Invbstment. 


investment  enjoyvr^jntai  tke  jfiUMtfrlnifbsi. 
tion  of  a  particular  tax,  and  each  tax  ex- 
ef^tion  whU^  in^ireaMvs  the  iirice  of  an 
in^e«tni^f  generally  4oe«  notincrease  it  as 
much  as  ^|ie  aniount  ojf  t|»e  lax  imposed. 


Care. 


■  ! 


I      1  , 


Does .  an  investment  require  any  care 
tftef  'it  has  been  acquired?  What  did  you 
do  with  your  Liberty  Bond  after  you  re- 
eeived  it?  Did  you  hide  it  under  a  vase 
on  your  mantle  or  place  it  in  the  in.ier- 
»iOst  recess  of  a  cabinet  or  bureau  in  your 
home?  You  doubtless  know  that  these  are 
the  places  first  searched  by  the  burglar 
who  visits  your  residence,  and  that 
burglars  have  a  particular  liking  for  Lib- 
erty Bonds  and  other  investments  in 
coupon  form.  Coupon  bonds  are  payable 
to  bearer  and  any  thief  can  sell  them 
without  much  difficulty. 

Do  you  know  that  the  United  States 
Government  will  exchange,  free  of  charge, 
a  coupon  Liberty  Bond  payable  to  bearer 
for  a  registered  bond,  the  principal  and 
mterest  of  which  will  be  paid  by  check 
to  you  and  no  one  else?  Do  you  know  that 
many  companies  issuing  bonds  furnish  the 
same  service  to  their  bondholders?  A 
coupon  bond  requires  much  physical  care 
because  if  it  is  lost  or  stolen,  the  investor 
has  little  chance  of  retrieving  his  loss. 
A  registered  bond  requires  little  physical 
care  because  a  finder  or  a  thief  of  a  fully 
registered  bond  cannot  coMect  the  principal 
or  interest,  and  the  owner  of  the  bond 
may  replace  the  lost  or  stolen  bond  upon 
compliance  with  certain  conditions  neces- 
sary for  the  protection  of  the  true  owner 


and  of  the  obligor. 

.  .Ifutke;lM>ider.>cif  an  investmenl  called  upon 
to  exercise  any  care  other  than  physical 
care  of  his  inv^tment?  The  creator  of 
wealth  4?  a  business^man  who  is  well  able 
to.care,i)9f  iis.  business  affairs.  Many  in- 
vestors,  oh  -th&ipjthep  Hand,  are  beneficianes 
without  busjji^  experience.  They  are  fre- 
qupntiy  th.e.'impT<wid??M«a-id  the  helpless 
among  us,  such^Sjthe  widow,  the  orphan 
and  the  cripple  in,ijp|i.d  orl^ody.  It  the  in- 
vestor iscall|4dW9».  to  exercise  much 
ofoprietary  care  over  his  investment,  he 
frequently  lacks  the  knowledge  and  the  ex- 
perience required  ictf,  WK?!*^ 
important  funcUp.^l.,      .         ;  .  . 

Wha!  pr6pt%jry  care  jrcquired  in  the 
case  tX  a  depositor  in  a  savings  bank  ? 
f^one'  wh*feYen.:.,Tl*e  tj^i^k  exercises  all 
neces^af^r  prdprjetary  Q^re.  But  this  free- 
dom fi-bm  care  in  the  case  of  a  savings 
bank  deposit  is  largely  counterbalanced  by 
the  case  with  which  the  depositor  may 
withdraw  his  savings.  And  once  the  sav- 
ings have  been  withdrawn,  the  depositor 
may  do  with -Ms  mcwwy  "  what  he  pleases. 
Fre«iaefttly- -what  he  does  with  his  money 

is  «6  sqiiander  it.  '  / 
-f *' liie  hold*^  tff  a  real  «8tatc  mortgage 
eaUed  upotr  to'  exercise '  much  proprietary 
tztt^  Whzt  mzy  happen  if  he  fails  to 
exferciso  surfi  care?  Witt  the  accrual  of 
uripaid^taaces'  a;ffect  his  mortgage?  Will 
depreciation  in  tbe  value  of  the  property 
affect  hilB^  .WiU  »b«  deterioration  of  the 
mortgaged  premise*  affeet  hia  "  security  ? 
Needilte  botber^abouti  the  adequady  of  the 
fire-  iiiiuraiice  oni  tlie«iortgagwl^l»roperty  ? 
Is^  tlii  ownev  of  te^«Bltzltsl^^Wl^Anr96isBt^-or 


£l£M£nts  of  an  Investment. 


a  business  man  from  the  point  of  view  of 
the  amount  of  care  which  he  is  called  upon 
to  exercise?'  '  -  '  '  -  ■ 

Is  the  holder  of  a  bond  or  of  stock 
called  upon  to  exercise  more  or  less  care 
than  the  holder  of  a  real  estate  mortgage? 
If  the  bond  is  issued  under  a  trust  in- 
denture, will  the  trustee  exercise  for  the 
bondholder  all  necessarj'-  care?  If  the 
obligor  violates  any  of  the  provisions  of 
the  trust  indenture  who  will  enforce  them? 
If  the  obligor  defaults  in  the  payment  of 
interest,  does  the  bondholder  need  to  take 
any  action  or  will  the  trustee  attend  to  the 
necessary  legal  proceedings?  7 

In  the  case  of  investtnehts^  registration 
r4e\lieves'  *tk4»  iftVesior  fr^tn  physical  care, 
luld  the  ^^ojprieti^  care  nduired  varies 
invWriely  wiUi  th€  security  of  th^  invest- 
ment and  the  ad^uiicy  of  the  truist  in- 

If  you  were  abotif  to  make  provision 
for  a  beneficiary  under  your  will,  would 
you  invest  your  money  in  short  term  or 
in  long  term  securities?  If  you  decide  to 
put  your  money  in  long  term  securities, 
would  you  be  induced  to  do  so  primarily 
by  the  consideration  that  after  your  death 
you  would  be  unable  to  reinvest  the  funds? 
Would  you  do  so  with  a  view  to  safe?- 
guarding  your  money  from  unwise  expendi- 
ture on  the  part  of  the  beaeficiary,  or  on 
the  part  of  the  trustee? 

Would  you  favor  long  term  investments 
during  your  lifetime  as  well?  Having 
iX}^^ .npi day^stfosnii.  oiice,  ^ou  would  have 


Elements.  OF  an  jNWmniw* 


no  further  care  widrTe**t*bWe  to  thftpo-*^ 
Vible  reinvestment  of  the  funds.  y^Jo- 
come  would  remain  ttte  ^^^ij^SS^T^^l 
vear     Would  this  be  M  'K^vtMm  ^  9. 

Sisadva^tage?  ^o.s^}^^^'^^^^^ 
of  the  dollar  remain -tto  >*ln«|^.Wll^ 

income  of  a  $1,000  ^^^J^^^^^^ 
much  to  you  as  it  wa«:teil  »^fgef?^^ 
Long  term  inve.toni-i^  ^S^ISS 
preferable  for  testamentary  P"f»^;«* 
Thort  term  inve.tment.^lrt*  ^^^Sfvi! 
many  preferable  for  other  P***^^*^** 
Tause  they  permit  of  .reinTe.te.«.t  ^h  * 

view  to  readjusting  ^nTShSlSSiS 
flpctuating  purchasmg  Po^rff'^IS?^ 

*"^  '~r  '   t>«natmn»^^WKi&  "lis  'oi 

'  What  is  the  usual  or 

tion  of  a  bond?  ^'l,^^^ 
able  for  less  than  $1,000?,  They  are  not. 
Are  stocks  usually  obtaftl«ble  in  am^ts 
of  less  than  $1,000?  They  are.  Most  s^^jks 
have  a  par  value  of  $100  a  ph^re,,.:^ 
many  have  even  a  smaller  par  v^ilu*^^  W 
par  value  at  all.  Under  these^circum^t^J^^g 
should  the  small  investor  put  h>s..rmoaey  t* 
stocks  rather  than  in  bonds ^  .^-^J 
Where  did  you  invest  the  first  f0W-TdQir 
lars  that  you  saved?    Did  yov  ^t  p^t 
this  money  in  a  savings  bank?  Were 
influenced  in  doing  so  only  by.  the  faft  tbaj 
this  is   the   safest   form,  of  invest^ft^ 
Were  you  influenced  principally  by  thet^<«^ 
sideration  that  money  in  a  ,saviB«S^b^n» 
may  be  withdrawn  by  you  at  any 
were  you  also  influenced  by  t,he  f^ctijtftftt 
yofcould  open  an  account  m  »:say»n^ 
bank  for  $10,  or  perhaps  even  less*  whUe 
there  was  no  other  investment  knovjrn 


you  which  coufd  i>e  pttwhaawl'f on  so  smail 

ihe  $50  Liberty  :Bottd«'ih»vfc;  served  -  to 
place  boads  within  the  ^-piirdiiMing  power 
of  everyone.   Many  woc^-whifc  sccarities 

$100  or  $Sa  .  It^has^alfrajfc«>1)feeii  a-,principle 
of  the  Hous«^)|  Btohertr  to  -wsMc^tetsecuri- 
^^eserv  WW Hjg^aieiloaMnatiQas,  in 
jrder  that,  they «aa«,y,i»,,rea<fily  . available 
^©ruthtbajaall  intyoflteror^aEliMr  applies  not 
g»y,to«tefil<i,  bvtTAlsQdeD  tMiubobdsi  of  this 

-  ;Tfc«  ^B«aiiMtio«.iftf;;^«itfi^iMtinent  i*  a 
?«<g<M»lw»^iwi«^i,  gmaai  alem»nt,  except 
m  the  cas*  «£  the  sigpU  mr^stor;  provision 
for  the  smaU"fai%«it»it'^b  always  been 
aiMde  br^dwriiouM  Dtfh^rty  by  the 
jMM.  of  ,iiMnrftiM  ia  saiaU  Jwiomination.. 

.."7#«HB«watla«.,,^, 

t-^^We^  have  already  seen  that  when  you 
make  -aft  '  investment  it  is  your  intention 
.to  k!«ep  It  and  not  to  dispose  of  it  unless 
you  actually  are  in  need  of  funds.  If  this 
M  so;  Why  are  you  interested  in  the  appre- 
your  investment?  If  the  bond 
m-Wn^  you  have  invested  your  money 
goes^  above  par,  you  can  reap  advantage 
jnljr  if  you  sell  it  before  it  matures,  and 

f^J?*^^^^^''^^^y  stated  that  this  is  un- 
niagfi  '  Can  you  get  more  than  one  hun- 
®ea  cents  on  the' dollar  for  it  at  maturity? 
If -ybu,  Cannot,  the  possible  appreciation  in 
tfte  tase  of  a  bond  is  limited  by  the  face 
Villte,  which  is  the  amount  which  will  be 
repaid  to  you  at  maturity.  In  the  case  of 
*  stock,  the  possibly  appreciation  is  un- 
ktmted.   t   f  :  >fr;'  -  "r:  ■■         >    .  "t. 


Elements  of  an  Invbbtment. 


.'•Wbat  'causes  the  appreciation  of  an  in- 
>j«tost«M«ltiir^What  causes   a   rise   in  the 
■p«-^^^ny>  rtmrnioditv  ?    A  large  demand 
for  a  commodity  is  the  usual  cause  of  a 
rise  in  the  price.    Such  competitive  de- 
mand for  awalrves'thient  is  the  usual  cause 
of  its  appre.cjation.  What  causes  this  com- 
petitiye  demand?,  A  recognition  of  its 
inyeMment  virtues  generally  results  in  a 
de^ahd  iCor.,,^  investment.    The  virtues 
ift'osOf  eqvently'  EeC(Ogai;^ed  in  this  manner 
ar^  secuTity/pf,  principal,  or  comparatively 
'large  inp'ome.'  return;    Astuteness  in  the 
'selection '  of  an  inve^atpiei^t, enables  a  per- 
ipni^meWB^s  to  recQ.8f?uze  in  advance 
SSca'' investment  virtues.    If  you  buy  a 
bon4''  at  80,  and  if  i^l^aid  at  maturity  at 
par,  is  .  this  true  ajipreciation  ?.    Is  it  not 
rather  a  recovery  f rp«i.  4«preciation  ?  Why 
does  this  pseudo-appreciation  make  dis- 
CQU^tibbpds.  so  attractive?    Is  it  because 
,Qn  afl  iUY.«|Stnient  purchased  at  a  discount 
the  investor  believes  he  pbtains  a  larger 
income  return,  tiian  the,  interest  rate  on 
his  coupon?    Is  It  because^  t)ie  mvestor 
belfeves  he  is  increasing  his  principal  by 
ODtamirig  a  hundred  dollars  at  maturity  for 
soinei^ing  for  which  he  pai4  oj^  $80  when 
^e  purchased  it?    If  he  incfeai^iijff. prin- 
cipal in  this  way,  is  it  not  done  by  sacn- 
h^tkg  bis  income?         txwt  appreciation 
,^a^vpa  tbe  net  jacos^enor  is  it  based 

*r. J  4(51  t-.-i  !T.)        i'i  i'C  '•  ■r': 

Tra«    appfMiaaMN iMltinff  ftom:  ^ 
srowth  of  ctfwpiMilllm  4Hniai^'-te>M^ 
recosnitioit  •       tbs -iVfataM  »i 
ment,   kust>  W  diffMW^  «^ 
»M«ado-apI»r«ctetl«lt  ^KMttllfilt 


Elcm£1KsS'  of  an  Inyestmint. 


purchase    of    a    discount    bond  wkere, 
through  lack  of  proper  amortizaticm^ -die 
invesior  sacrifices  income  ia  hjM  .«|{oetS'itp 
.•in»peM«  his  principal. .  ;  •■•       .rtir: s\  -.-(.v 

ijBTe;}  Salesman's  Function^  -  ^ 

Wactica!  us^  will  you  jrikke:  ^  a 
^^^esft^aif  of  these  tfn  eJ^ehts^of '^iPM. 
S?M?^??t.  Wfll  yqti  ' analyze  AiA  W^k- 

^ti  the'  thrie  .t6  enWrn  slibtf  an  exhaus- 
fve  'analysis,;  ^%di  an  i^^d^t^^^'f^^analysis 
you  win  fintf  m  most- itisfkn^Si  unprbfiit- 
■^^l^  ^^,^.M'^rlft€$saty  Wai^'element 
wiM  you  «:#ay§  enft/hasiie  ?  '  t!fntoipeachal)fe 

^f^^^^J^^^^  cpurs?.  ^hat 
.m>»*14  ■  ^Iway^  1)^  coupled  with '  Uninipeach^ 
I^^M.  oi  prtncfpaU;  High'  income 
return.  TftpW  %h  shotild'to,  income  re- 
turn be?  W§.,:att»,t^A^fcat'"a  high  in- 
eohle,  ffettirtf  1^};  a' e^Monity  signdl.  Your 
siitcfss-  a^  'a\i^jfec;in|iti«s  'ia^^  be 
trieastt^ed^t)y  yii)u?  ^bjft^  ,t6' furnish  your 
clients  with  iiiyestirierits  havihg  a  higher 
ific6m<e  tieturtr-thtei*^^^^  offered  by  the 
sale,&i^$n  ^br-6t&rt-  libtises  without  in  any 
"^^X  t^«^^#"ty  of  the  princi,- 

'  What  tt»e  «tt»  ytciu  dwfce^^if  the  oth«V 
lekments  of  an  kiWitniMt  '«fcEnitiorf«|:>>ii 
this  cloMtft^l-^iDo  yotffate&ki-aflsr  Wte»ti- 
•nient  possesses  all  of  them  to  the  highest 
jdesntel   I&iit  mot  tr^iepthf^t  rot^i^  bj&iMfliri- 

•muxim  impOKtam«e?can  dai»  imeAhiaAtmmrt 
imiMtm<ot.^aAteifttt6r}%4romrtiie  point 
viftwy0f  |hfet!«iMe  imrmftiH.irlraMptn 
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fh^rc'is  no  such  thinfe  as  aa;i4eal  inyest' 
ment.  The  skillful  saleaiBsan:  ttsQfi  the  var- 
ioos,  elemeots  ot,.au  investment  .\ybich  ,we 
Jvave  described  in  poiat?ng  out  t^'e  oe- 
sirafeje  j^uaUties  of  ,]^^e  iayestments  whicli 

The  true  function  of  a  securities  sales- 
man is  to  offer  to  his  client  an  investment 
possessing^  unimpeachable  security  of  prin« 
cipal,  together  with  an  income  return  con- 
siderably higher  than  would  be  the  case 
if  the  qualities  of  thje  4ft^^ty..^er9^  better 
lwf>wa.^%i]ie,pia>lic..^^^' ^  '"^.m^^/-'^ 

Collater&l  ReadSn^.  ' 

Eachi.  Student  lis.  expected  to  >ea5if  }n  the 
vb!ume  entitled,  ♦The  PrJnfci^Us  of  Bond 
Investment",  by  Lawrence  ChaUiSetHrin, 
Chapters  li  arid  JIL '  A  copy  df  thisf  book 
majf'  b^  obtamcd  irom  Henry  =HoH  & 
pany,  19  West  44th  Street,,- New  York  CHy, 
at  a  cost  of.  |((^OQl  Copies  may  also  be  con- 
sulted bj,  tl»(^  public  ifbra'Hes  In  liibst  cities 
thr^qughou^  the,  U.uitejJ  States.'' 


QUESTIONS. 


Notet  No  sipaMriPNU  jmwtt  >U  third 
laason  of  this  corresponidenco\€oi|urse  until 
ke  has  submitted  to  t^e  Educational  Pi- 
rector  a  comprehensive  satisfactory  an- 
swer to  each  ttf  the  foliowittg  questions. 
Typewritten  answers  are  preferred;  An- 
s%»»n .  shoiihl  iMi;  adMndNic^  to  Dti  If^- F. 
M  Jtniet^NevYM^ 


i  U.,  I»,  a  taroUey^car  twl  gMPpperty  :pr  per- 
sonal property?    Is  a  raihyaiftlriGistle  real 


BlBMEKTS  of  an  iKVBtniBMM 


property  or  personal  property?  Giftt.^O^ 
reasons  in^  iuU  for  jour  aMreri' !'  ■\ 

2/  Ijf.  ypu  piirthase  bile  ofJfHriib 
ter^st  Dearing  lottery  f6ai  Sipfctfrnif  Si  *  w 
the  French  Governnlent;  ire  yolj  invie^tirig. 
speculating  or  gambling?  6iVii^^etitil8a 
rtalions  for  your  answer.  - 

3,  Is  the  purchase  of  a  stock  always  a 
speculation,  and  the  purchase  of  a  bond 
always  an  investment?  Reasons  for  youc 
answer.  i  v-  : 

"4;"i)b"yoi^*mh^  mojrt  investbrt  «vc 
more  ctaaideration  to  ^4fCti^Ht^«f^nii6^« 
or  to  income  |j||t)irft?  Why? 

5.  Explain  in  your  own  words  the  dif- 
ference betweei^^^t^Uty  j^i  income  and 

^  d  Why '  is  the  ^lattrkli .  vilue  of  an 
ttfrestntetit  io  doiilyr  rdafted      iH  mar^ 

^lit>iliiy?''  i^-^'/*'  c>r      ■  - 

7.  Is  the  element  of  care  more  important 
in  the  case  of  a  small  investor  or  in  the 
case  of  a  large  investor?  Give  your 
reasons.  a-jii  fy-**  . 

^  8.  Under  what  circumstances  are  long 

9.  Do  you  consider  denormnation  an  im- 
portant inyf^^t^^  ^¥^m^\t:>f,9'm  mi 

HiOl  It  Is  isiiif^hlapppkckhioAs  rcurfta 

from  «i|^iis»KiM  H^3i'«li«f%itt«Mfo«^f^lihi^ 
▼hrtttes  of  an  investment.  What  elements 
pp  tfjt  inf ^Miiitfwt  ftr i  most  tfkeiy  ^cr  'result 


